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KEY BOONOMIC INDICATORS FOR THE GOERWENT 
OF CYPRUS-CONTFOLLED AREA OF CYPHIS 


All values in U.S.$million and represent period averages unless otherwise 
indicated 


Exchange Rate:US$=.353(1980) .420(1981)  .474(1982) Cyprus Pounds 


Change 
1980 198 ©1982 


INCOME, PRODUCTION, EMPLOYMENT 
QW at Current Prices (CYL) 897.7 1,034.2pr. 
GW at Constant (1973)Prices (CYL) 395.0  410.2pr. 
Per Capita GW, at Current Prices* 4125.0 4,165.0pr. 
Gross Fixed Capital Formation at 
Current Market Prices (CYL)++ 27.9 310.%pr. 
Private Consumption Expenditure at 
Current Market Prices (CYL) 549.2 636.9pr. 
Indices: (1973=100) 
Industrial Production 14.1 = 139.7pr. 
Average Industrial Wage(mfrg) 388 457.8pr. 
Economically Active Population 227.7 230.5 
Average Unemployment Rate 2.6% 2.8% 


MONEY AND PRICES 


Average Annual Inflation Rate 


Money Supply 
Interest Rates (Central Bank) 


BALANCE OF PAYMENTS AND TRADE 


Gold and Foreign Exchange Reserves 444.0 508.1 610.0 
External Public Debt(Incl.IMF Drawings) 310.7 341.3 435.3 
Annual Debt Service Ratio +++ 8.2% 8.7% 10.4% 
Invisible Balance 349.8 387.0 450.9 
Balance of Payments 9.9 72.6 82.3 
Balance of Trade (Deficit) 589.5 536.7 -602.8 
Exports, FOB 532.1 558.8 556.6 
U.S. Share 7.0 5.6 6.0 
Imports, CIF 1,200.8 1,165.1 1,218.6 
U.S. Share 71.6 85.2 86.1 
U.S. Share as percent of 
total imports (6.08) (7.3%) (7.1%) 


MAIN IMPORIS FRM U.S. 1981 1982 
Quantity MI. Value Quantity Mt. Value 


Wheat, Barley, Sorgimm, and Com 230,688 43.4 252,754 36.0 
Leaf Tobacco 850 5.0 592 3.6 
Cigarettes 91 1.2 572 V2 
Industrial Paper (Including Printing 
Kraft and Other) 10,266 4.8 6,034 5.0 
Textiles, Yarns, Fabrics, etc. 2.9 2.0 
Specialized Machinery,Metal Working 
Mach. & Gen. Industrial Machinery 5.6 6.7 


+ Fer Capita GNP applies only to Greek Cypriot population in the South 
estimated at 512,000 in 1980, 518,000 in 1981 and 524,000 in 1962 


++ Gross fixed capital fommation by industrial application in 
agriculture, mining and ,» manufacturing, electricity, 
gas and water, and transportation. ” 


++Capital repayments and interest payments as % of total exports 
of goods and services as given in the balance of payments accumt. 





SUMMARY 


1982 was a relatively good year for the Cyprus economy. Real growth 
of 3.9 percent was achieved with an inflation rate of about 6 
percent. Tourism and domestic consumption accounted for most of the 
increase. Earnings from tourism increased by 36.7 percent in 1982 
to a record amount of 140 million Cyprus Pounds. Unemployment 
remained low at less than 3 percent. The economy, however, was not 
without problems. Domestic exports showed no growth in 1982 and 
certain sectors such as clothing and footwear had actual declines. 
The current account showed a deficit of 72 million Cyprus Pounds 
despite record invisible earnings. Public debt continues to 
increase rapidly growing from 169 m Cyprus Pounds in 1981 to 242 m 
in 1982. 


END SUMMARY. 
A. CURRENT ECONOMIC SITUATION AND TRENDS 


1. Economic Developments in 1982 


Since the events of 1974, the Cyprus economy has successfully 
avoided the problems which have plagued most other countries both 
developed and developing. Real growth has been maintained 
throughout the period and unemployment has remained at levels which 
in most parts of the world would be considered non-existent. In 
1982, GNP at constant prices increased by 3.9 percent compared to 
1.2 percent in 1981 and unemployment remained under 3 percent. 
Sparked by a boom in tourism, the service sector registered a 20 
percent increase in 1982 and was the leading growth sector for the 
year. Banking, transportation, manufacturing, and wholesale and 
retail trade also all did well in 1982. The lifting of credit 
controls of the Central Bank and speculation about post 
Presidential election tax increases appeared to touch off a buying 
spree by local consumers. Real growth in consumer spending was 7.7 
percent compared to 1.8 percent in 1981. This provided a 
significant impetus for the economy and probably prevented serious 
dislocations in the manufacturing sector which faced problems in its 
export markets. 


The rapid growth of consumer imports and the stagnation of exports 
resulted in a marked deterioration in Cyprus' balance of trade. The 
deficit widened from 226 million Cyprus Pounds to 285 million Cyprus 
Pounds which equals to 27.7 percent of the GNP. Imports of consumer 
goods accounted for over one-third of the increase in total imports, 
rising by 34.4 percent :to 125 million Cyprus Pounds. On the other 
hand, imports of intermediate inputs grew by only 10 percent. 
Domestic exports grew by only 1.7 percent compared to 30 percent in 
1981. This disappointing performance is attributed to severe 
competition from Asian countries in the Middle East markets which 
are the primary outlets for Cyprus' clothing. 
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and footwear industry and the economic difficulties facing Middle 
East countries as a result of the oil price decline. Especially 
affected were exports to Libya which fell from 23 million Cyprus 
Pounds in 1981 to 5.2 million in 1982. Contrary to this trend, 
exports to Lebanon doubled from 15 to 32 million Cyprus Pounds. It 
is doubtful if that market will continue to absorb such quantities 
from Cyprus when a degree of normality returns to Lebanon. 


Primarily as a result of tourism earnings, transfers and sovetee 
investments, invisible receipts increased by 28.1 percent to 69.5 
million Cyprus Pounds, twice the total of domestic exports. The 
strong showing on invisibles was not, however, able to balance the 
deficit on trade, so the current account deficit increased from 63 
million to 72 million Cyprus Pounds approximately 7.2 percent of 
GNP. As a result of foreign borrowings and non-resident deposits, 
foreign exchange reserves increased to 289.1 million Cyprus Pounds 
($610 million) from 213.5 million Cyprus Pounds ($508 million) in 
1981. 


On the domestic side, a substantial government deficit and low rate 
of industrial investment continued to be areas of concern. Although 
fixed capital formation increased by 14.3 percent in 1982, housing 
(39 percent) and other construction (33 percent) made up the bulk of 
this activity. Investment in machinery and other equipment 
accounted for only 19 percent of total investment. Real capital 
formation in the manufacturing sector increased by 1.3 percent in 
1982 compared to a decline in 1981, but it is still lower than the 
growth rate for the economy as a whole. 


The government deficit fell slightly in 1982 from 60.7 to 56.5 
million Cyprus Pounds or 6.5 percent of GDP. The foreign debt of 
the Government grew to 207 million or 44 percent. The total foreign 
debt of Cyprus reached 320 million Cyprus Pounds or 31 percent of 
GNP. 


2. Sectoral Developments 


Agriculture. The traditional backbone of the Cyprus economy, the 
agricultural sector, has been stagnant for the past several years 


due to marketing difficulties in European Economic Community 
outlets, scarcity of water and demographic changes. At constant 
prices, this sector experienced a 5 percent negative growth in 
1982. As a percentage of GDP, agriculture declined from 11.4 
percent in 1979 to 9.9 percent in 1982. Due to high prices in 
Europe, earnings from potatoes increased by 40 percent despite a 5 
ercent decline in actual exports. Potatoes are the country's most 
important export crop, earning 22.5 million Cyprus Pounds or 41 
percent of agricultural export earnings. Exports of grapes 
increased by 14 percent but earnings remained at 1981 levels (6.3 
million Cyprus Pounds) 
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Exports of citrus increased by 12 percent. The government hopes to 
check the decline in agriculture through a number of large 
irrigation projects. One in Paphos was completed in 1982 and 
brought 12,562 acres under irrigation. If all proposed projects are 
completed a total of 34,650 additional acres are expected to be 
brought under irrigation by 1989. 


Mining. Due to the depletion of exploitable deposits, the mining 
sector continues to decline in importance. Since 1975 employment in 
this sector has fallen by 1,000 and its contribution to GDP has 
dropped from 2.5 percent to 0.9 percent. Receipts from exports of 
minerals fell by 27.5 percent in 1982 with significant declines 
noted in the exports of iron pyrites and asbestos. Only chromium 
exports showed a slight increase in 1982. This sector is expected 
to continue to shrink unless significant new deposits are 
discovered. A fertilizer plant near Limassol which came on stream 
in 1982, however, should increase the local demand for pyrites 
utilized by this factory. 


Manufacturing. Real growth in the manufacturing sector showed a 
decrease from 6.5 percent in 1981 to 4.1 percent in 1982. The drop 
is attributable mainly to exports which declined by 3.7 percent in 
1982 compared to an increase of 34 percent in 1981. As previously 
mentioned large pay increases over the past several years have 
rendered certain Cyprus products less competitive in the important 
Middle East markets compared to the ‘same products from the Far 

East. However, manufactured exports are centered in the clothing, 
footwear and luggage industries Industries which did well in 1982, 
due to domestic demand were food and beverages which grew by about 
15 percent to 105 million Cyprus Pounds, chemicals, and 
non-electrical machinery. In spite of the rapid growth of the 
service sector, manufacturing remains the largest component of GDP, 
contributing about 17.6 percent. In view of the difficulties facing 
the sector such as the low rate of investment, shortage of unskilled 
labor, excessive wage increase, and export competition, it is 
reasonable to expect that it will be overtaken by the services 
sector within a year or two as a leading sector of the economy. 


Services and Tourism. Since 1976, the services sector which 
includes tourism has expanded its share of GDP from 10.3 percent to 
14.1 percent and is now the second largest component of the economy. 
In 1982, the number of longer stay visitors increased by 28 percent 
to 548,180 which is approximately equal to the population of the 
island. The United Kingdom continued to be the leading country of 
origin with 134,767 visitors. Sweden was in second place with 
85,369 and Lebanon was third with 52,483. 1982 witnessed some 
spectacular increases in tourism from northern European countries. 
Tourist arrivals from Norway grew from 241 in 1980 to 14,000 in 
1982, Denmark showed an increase from 1,172 in 
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1980 to 15,044 in 1982. A large increase was registered from 
Lebanon as a result of deteriorating security conditions there. Bed 


capacity in 1982 increased by 27.5 percent to 19,446 and is 
continuing to grow with 7,591 units currently under construction. 
Permits have been granted for an additional 9,205 beds but growing 
concern about over capacity may result in a smaller number actually 
constructed. 


Some economists warn that the boom in the tourism sector is drawing 
investment away from other productive sectors and will eventually 
lead to substantial over capacity. Indeed hotel occupancy rates 
have fallen in early 1983 and have resulted in demands for more 
liberal rules concerning chartered flights into Cyprus from the 
U.K. This is being resisted by Cyprus Airways, the national 
carrier. The Government's current economic plan calls for a 
doubling of arrivals to over one million annually by 1986. This 
would only be possible with additional infrastructure and air 
transport capacity. 


Foreign Trade. Cyprus' foreign trade increased by 117 million Cyprus 
Pounds to reach 841.3 million. Imports which were up by 15 percent 


(in Cyprus Pounds) accounted for most of the increase. Exports were 
up by 12.4 percent but most of this increase was due to a sharp rise 
in re-exports mainly to Lebanon. As mentioned in Section l, 
domestic exports increased hardly at all. The EC countries 
continued to be Cyprus' main trading partner taking 34 percent of 
its exports and supplying 48 percent of the imports. The Arab 
countries were the second most important group and are, in fact, the 
leading export market taking 54 percent of the total. Trade with 
the Eastern countries declined relative to other areas in 1982 and 
accounts for 5.5 percent of total trade compared to 7.1 percent in 
1980. With respect to individual trading partners, the U.K. remains 
the largest taking 22.6 percent of all exports and supplying 12.7 
percent of the imports. Total trade with the U.K. in 1982 was 127 
million Cyprus Pounds. Iraq was the second trading partner with 
total trade valued at 70 million Cyprus Pounds. U.S. trade with 
Cyprus buttressed by our position as the leading supplier of food 
and feed grains grew slightly in 1982. In terms of imports, the 
United States was in sixth position as a supplier to Cyprus behind 
the U.K., Italy, Iraq, Japan and Germany. 


3. Outlook for 1983. Because of the small size of the Cyprus 
economy and its relative dependence on outside influences, accurate 
forecasts are difficult. For example, in 1982 no one could predict 
the large increase in visitors from Lebanon and the doubling of 
exports to that country which resulted from the events in June of 
that year. The Cyprus economy is flexible and its businessmen are 
astute. The economy has prospered in recent years in defiance of 
the general world trend because of marketing opportunities, (e.g. 
exports to Lebanon, clothing exports to Libya, and construction 
projects in the Gulf States). 
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As this report is written, the general outlook is somewhat 
pessimistic. Experts — to a leveling off in tourist arrivals 
and over-capacity in the hotel industry, luckluster performance in 
exports especially to the Arab market, and the low rate of practical 
investment as proof that the boom is over. Indeed, it would not be 
surprising if the growth in tourism would level off somewhat from 
the rapid rates of increase in past years. On the other hand, the 
Government still maintains a rather strict policy with respect to 
air charters which if modified could result in a spurt of new 
tourism. More worrisome is the low rate of investment in industry, 
which when combined with a rising wage structure means that Cyprus’ 
manufactured exports will gradually become less competitive. The 
Government is attempting to devise an investment incentive scheme 
which will encourage technology transfer and upgrade the industrial 
sector from basic to high technology. This will be a slow process 
made more difficult because of the small size of the local market 
and the perceived risk of renewed hostilities between the Greek and 
Turkish Cypriot communities by some potential investors. 


In the short run, Cyprus will probably continue to outperform its 
immediate neighbors. Tourism, when compared to Spain and Greece, 
has not been fully developed. Other areas such as offshore 
businesses, banking and transportation have room for further 
development. 1983 will probably not duplicate the post-1974 boom 
years as that period of easy and rapid growth is now over. Local 
banks forecast a 14 percent increase in GNP (4 percent in real terms 
in 1983 which is about the same as last year). 


B IMPLICATIONS FOR THE U.S 


1. Cyprus with a population of one half million is a very small 
market for the United States. Consequently, economic developments 
on the island, be they good or bad, have no substantial implications 
for U.S. traders. Although intercommunal negotiations continued 
throughout 1982, a solution to problems between the communities does 
not appear any closer. However, both communities continue to 
profess an interest in reaching a negotiated settlement, and it is 
hoped that given time and proper encouragement, an agreement can be 
reached which will permit the communities to again live together 
under a common government. In the meantime, they live separately 
with little trade or commerce between them. The Turkish Cypriot 
community has established its own organs of government, which though 
unrecognized, ipso facto control the northern portion of the 

island. They have separate customs, sea and airports which are 
beyond the authority of the Government of Cyprus. 


U.S. agricultural products account for the largest share of our 
exports to the island. In 1982, we exported over 252,000 metric 
tons of food and feed grains and were the largest single supplier of 
these products. It is expected that the demand for U.S. grain will 
continue as semi-arid 





conditions will never permit sufficient local production. Potential 
for other agricultural products is limited by the fact that the 
island is self-sufficient in most fruits, vegetables and meat except 
lamb. Fish imports have good potential, but the market has not been 
penetrated probably because of high transportation costs. 


The U.S. is the market leader in computers and office automation 
equipment. Total imports of this type of equipment in 1982 reached$9 
million dollars. The use of small computers and word processors by 
both business and government is growing rapidly and this particular 
sector of the market should remain active. Large computers have 
only a limited market in Cyprus because of the small number of 
potential endusers. 


Other manufactured capital goods from the United States have only a 
limited potential in Cyprus due to high freight costs, preferential 
tariffs accorded products from the EC, and traditional trading links 
with Europe. Cyprus has a long tradition as a trading nation. Its 
businessmen are very price conscious, and tend to invest for the 
short run. Consequently, U.S. products are often too expensive or 
technologically unsuitable for local conditions. 


2. Areas of Special Interest to the U.S. 


Work on the large Southern Conveyor irrigation project is projected 
to begin in early 1984. Prequalification tenders for the 
construction have been requested for the 105 meter high Kouris Dam 
portion of the project which is projected to cost $50 million. The 
remaining portion would consist of a large conveyor or pipeline 
which will connect the Kouris Dam reservoir near Limassol with the 
eastern portion of the island. The total cost of the project is 
estimated to be about $300 million. Prequalification tenders on the 
conveyor portion of the project will be invited in early 1984. The 
World Bank participation in this project is expected to cover only a 
small portion of the required investment. Cyprus will be seeking 
additional financing through bank syndicates or supplier credits. 


The first phase of a feasibility study for the use of coal in Cyprus 
for generation of electricity and other industrial uses has been 
completed. The Government and the Electricity Authority of Cyprus 
are now studying the report. If it is determined that a conversion 
to coal is economically viable, a second study will be carried out 
to choose the best location for a coal-fired electric generation 
facility. One local cement factory has already experimented with 
coal and is expected to continue its use. If a decision is made to 
convert to coal on a large scale, major investments in port and 
power generation facilities will be required. 
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In addition to coal, Cyprus is studying other alternatives to 
imported oil for energy. The World Bank is financing a $10 million 
project for energy conservation and renewable energy application on 
a pilot basis. The project will also include a complete energy 
audit of the island and improvement to existing electric generation 
facilities. 


3. Cyprus—EC Association Agreement: Cyprus and the European 
Connie ty concluded an agreement on the commercial regime covering 
the period 1982-1983 only in May of this year. This agreement is 
the second stage of a three-step process towards a customs union 
between the Community and Cyprus. Negotiations on the third stage, 
i.e. a customs union, are expected to be difficult and protracted. 
In the interim, Cyprus agricultural products continue to enjoy some 
privileges with respect to market access in the EC and EC products 
will continue to receive a preferential tariff treatment. 


4. Cyprus as a Base for Regional Operations: Cyprus continues to 
develop aS a regional marketing and services center for large 
European and American firms operating "offshore" The island offers 
excellent telecommunications facilities, good airline connections to 
most Middle East countries and tax incentives to entice new 
investment. There are several English language schools including a 
new Cyprus branch of the American School in Switzerland (TASIS) so 
basing families here involves no major educational difficulties. In 
addition to offshore companies, there are now three banks licensed 
to operate as offshore banking units. The Government and the 
Central Bank are anxious to promote Cyprus as a regional financial 
center. They are hopeful that major banks from Europe and the 
United States can be persuaded to locate here. 
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